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Abstract 
Despite the growing interest in the analysis of the factors influencing the spatial distribution of FDI, there is still no satisfactory 
empirical work which can explain the determinants of the spatial distribution of FDI flows into the separate regions of Romania, 
one of the largest new EU-member states. Thus, this research attempts to fill this gap by using primary data from a questionnaire 
that covers the entire transition period. In this paper, we intend to explore the factors that influence FDI in the manufacturing 
sector, focusing on the development regions. We based our estimation on data constructed from firms’ answers regarding the 
importance of the different factors for the decision to invest in a Romanian region. 
Keywords: regional disparities, economic development, foreign direct investment, and agglomeration; 
1. Administrative divisions in Romania 
After 1990, Romania shifted its spatial policy from a central-based policy to a regional-based policy, in compliance 
with EU-standards. According to four criteria (number of inhabitants, surface, cultural identity and functional-spatial 
relations); Romania was divided 1998 into eight Development Regions. The eight regions serve as NUTS-II units 
and as a framework for development policies while the counties serve as NUTS-III units. The NUTS-II units are: 
Northeast development region, Southeast development region, South development region, Southwest development 
region, West development region, Northwest development region, Center development region, and Bucharest-Ilfov 
development region. 
2. Literature review:FDI regional determinants 
Studies on the locational choices of FDI can be classified into four main types in the literature.  
The first type emphasizes the new economic geography (NEG) and it was initiated by Krugman (1991a, 1993, 
1995) and later synthesized by Fujita et al., (1999). There is systematic evidence suggesting that multinationals are 
attracted to clusters of economic activities in their own and in closely related industries and activities (Glickman and 
Woodward, 1988; Head and Ries, 1996; The total number of industrial enterprises in a county, is expected to 
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significantly attract FDI since the existence of industrial clusters signals a set of favorable condition for foreign 
investors such as the presence of local suppliers, specialized labor and infrastructure (He, 2002). According to 
Coughlin, Terza and Arromdee (1991), the density of manufacturing activity was one of the most important factors 
in location decisions of foreign firms in the US during 1981-1983. Head, Ries and Swenson (1995), examined the 
location choice of 751 Japanese FDI and observed strong agglomeration effects at the industry level. Agglomeration 
economies may work between domestic and foreign firms as well as among multinationals only. Foreign firms have 
imperfect information of foreign potential sites. Therefore, they rely on the presence of other multinational firms to 
uncover the expected profitability of each location (Head et al., 1999). Moreover, MNEs may prefer to interact with 
other foreign firms rather than with domestic firms if the perceived quality of the locally produced services and 
goods does not meet the needs of the firm. The other variable related to agglomeration economies is population 
density. Population density represents urbanization economies. (Porter, 1990; Wheeler and Mody, 1992; Dunning 
1998). 
The second type of studies (identified in the literature) derives from the knowledge-based view of the firm 
(Cantwell, 1989; Cantwell and Janne, 1999; Cantwell and Piscitello, 2002, 2005). Cantwell (1989) states that 
knowledge-seeking investments vary across locations because they depend on location specific factors, such as the 
number of scientists and educated people in the area, previously established innovations, R&D intensity, the 
education system, and good linkages between educational institutions and firms. As a result, firms may supplement 
their existing technologies by expanding internationally to access new knowledge. 
The third type of studies explains the locational choices with some traditional locational factors like market 
potential.According to Chakrabarti (2003), an expansion in the market size of a location leads to an increase in the 
amount of direct investment in that location through an increased demand. The population is a measure of the 
market size and it indicates the economic dynamics of a location and suggests market growth potential (Bagchi-sen 
and Wheeler,1989).  
The fourth type of studies (identified in the literature) derives from the cost of production factors. Two variables 
reflect the cost of production factors in each region: per capita wages and percent of population employed in 
manufacturing activities. Glickman and Woodward (1988) found that there was a negative relation between the 
interstate distribution of the value of foreign manufacturing investment and the index of state labor costs. Ondrich 




The data for the present study derives from the questionnaires, which were designed to examine the locational 
determinants of FDI in the Romanian Development Regions. The data collection was undertaken in June 2011. The 
list of 556 foreign companies was obtained from Romanian National Trade Office and it included names and 
addresses of foreign companies that met five pre established criteria: a) have already established their presence on 
the Romanian market (except Bucharest – Ilfov Region), in the form of FDI, before 2009, b) they still have activity 
in 2009, c) are operating in the manufacturing sector (10-33 NACE), d) have more than 100 employees and e) have 
a foreign contribution to capital larger than 50%. Out of this total number of firms, we received 235 answers, which 




In line with our theoretical discussion, eighteen motives measuring the importance of investing in a given Romanian 
region were extracted from the literature for this study. These eighteen items formed a separate question in the 
questionnaire with the heading: What were the reasons that made you invest in that particular region? The question 
was close-ended and, following Willits and Saltiel (1995), the requested answer was based upon a five-point scale, 
ranging from "not (no importance) sure" (coded 1) to "extremely important" (coded 5). 
In order to construct the explanatory variables required by our models we used the extracted factor scores for the 
following six variables: FACTlabor, FACTagglom, FACTinfr, FACTknow, FACTmark, FACTcost and a dummy 
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variable as the general measures of the location determinants for the inflow of FDI. The explanatory variables in the 
model are investor specific. The confirmatory factor analysis confirmed the variable structure that we identified. 
The variables selected are presented in the Table number 1. 
Table 1: Description of variables 
 
 Measurement 
FACTinfr (Infrastructure Factor)  
Better infrastructure should experience more 
inward FDI  
 
• Transportation Cost 
• Good quality of local infrastructure 
• Existence  of airports or ports in region 
• Geographic conditions favorable for physical distribution (i.e. geographical 
distance) 
• The infrastructure development level (utilities) 
FACTlabor (Labor Factor)  
Lower labor costs, higher level of qualified 
human capital and higher education level 
imply higher FDI.  
• Available labor force 
• Low labor cost 
• Qualified human capital 
• High education level of population in the region  
FACTcost (Cost Factor)  
Higher tax incentives, lower rent levels or 
lower land price rate should increase inward 
FDI 
• Low rent levels or low land price 
• Cheap available row materials 
• Tax incentives offered to investors in region  
FACTagglom (Agglomeration Factor) 
Higher agglomeration should encourage 
inward FDI  
• Supporting industries already exist for supply of parts and components 
• A number of other companies in the same industry were already operating there  
• A number of other foreign companies were already operating there 
FACTknow (Knowledge Factor) 
Higher number of  universities or research 
centre in region encourage inward FDI 
Score for the factor ”existence of universities or research centre in region” 
Fact mark (Market Factor) Larger markets 
should experience more inward FDI.  
Score for the factor “ market size” 
DUMht DUMMY: 1 for high tech, 0 for low tech 
 
The dependent variable represents the probability of either investing or not investing in any given region, with the 
Bucharest-Ilfov region being the comparison group.  
There are three main reasons for selecting this particular region as the base category. 
• First, the region includes Bucharest, the capital and at the same times the largest city in the country with its 
population of 1.678 million people (General Statistical Office, 2012).  
• Second, this is the leading area for finance, real estate and business services.  
• Finally, it has benefited most from the transition to a market economy, consistently reporting the highest 
average income, lowest unemployment rate and largest share of inward investment of any Romanian Regio 
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4.Model specification 
 
The probability of either investing or not investing in any given region has the following form: 
choicen,j|i = β0,j8 + β1,j|8 FACTinfr + β2,j|8 FACTlabor + β3,j|8 FACTagglom+ β4,j|8FACTcost + β5,j|8 
FACTknow + β6,j8 FACTmarket + β7,j|8 DUMht 
where j = 1, …7 (i.e. 1 for the Center region, 2 for the North-West region; 3 for the North East region; 4 for the 
South-West region; 5 for the South-East region; 6 for the West region; 7 for the South region); i = 8 as the 
comparison category(Bucharest-Ilfov region) 
3. Empirical results 
Based on the multinomial logit model results, we consider that the infrastructure factor is representative only for the 
Center and West regions, these two regions being the two most attractive regions for foreign direct investments after 
the Bucharest-Ilfov region. The results obtained for the two regions confirm the results obtained in prior studies 
made by Wei et all (1998), Broadman and Sun (1999), which assessed that there is a direct relation between 
infrastructure and FDI attract. 
Agglomeration factor is representative for the North West and South regions, industrial clusters of these regions 
creating the proper environment for the foreign investors. 
Labor factor is representative for North West, West and North East regions. The foreign investors are attracted in 
the North West and west regions by the presence of the qualified human resources, while in the North East region 
there are attracted by the low cost labor force. The North East region is the least developed region in Romania. It 
went through an accelerated development in the 60-70 and after 1990 it went through a period of rapid industrial 
regression. 
North East is the only one representative of the cost factor. In this region, the land price is low, the row materials 
(specially wood) are cheaper and before the European Union accession foreign investors benefited from reduced tax 
incentives. : 
For all regions, the regression results indicate that the coefficients of the FACTmarket and Factknow variables 
are statistically significant but negative. This suggest that the Bucharest region is the most attractive location for 
FDI when market factors and knowledge factors are viewed as important motives, even if other regions such as the 
North-West, South, West, Center are also taken into consideration by investors.  
4. Conclusion 
The results indicate that that there are substantial differences in the attractiveness of Romanian regions, when the 
initial inflows of FDI are evaluated. 
Except the Bucharest-Ilfov region, which has a special economic situation compare to other regions, foreign 
direct investments followed a West – East direction because of proximity to European markets attracts FDI. 
FDI were directed by accessibility and the potential of the regions as well as the local business men mentality. 
It is shown that if input costs and the availability of labor force and resources are seen by investors as important 
factors for investing in Romania, then all regions are more favored for the inflow of foreign capital than the 
Bucharest-Ilfov area.  
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